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SUBJECT: GOP ECONOMIC POLICY CONSIDERATIONS 

SUMMARY: DURING LONG INEORMAL DISCUSSIONS WITH AMBASSADOR, 
EINANCE MINISTER SALGADO Z.ENHA PROVIDED CONSIDERABLE INSIGHT 
INTO GOP ECONOMIC CONSIDERATIONS. GOP WILL SOON ESTABLISH 
EOREIGN INVESTMENT INSTITUTE PROVIDED FOR BY FOREIGN INVEST- 
MENT CODE, TAKING THAT OPPORTUNITY TO INTRODUCE CHANGES IN 
THE CODE. ECONOMIC PLAN WILL NOT BE READY FOR SOME TIME, BUT 
GOVERNMENT HOPES PUBLISH ITS MAJOR ECONOMIC OBJECTIVES AND 
PRIORITY PROJECTS BY THE END OE JUNE. LABOR PROBLEMS CON- 
STITUTE OOP'S MOST COMPLEX CHALLENGES. NO SOLUTIONS HAVE 
YET BEEN DEVISED EOR HANDLING STRIKE ISSUES AND WORKER DIS- 
MISSALS. GOP WILL DEMONSTRATE ITS INTEREST IN 
STRENGTHENING PRIVATE SECTOR. IN THIS REGARD, IT ANTICIPATES 
COMPLETING BY END OF JUNE PROPOSAL EOR COMPENSATION OF FORMER 
OWNERS OE NATIONALIZED EIRMS. PORTUGAL WILL TAKE MORE 
AGRESSIVE ATTITUDE TOWARD INTERNATIONAL EINANCIAL INSTI- 
TUTIONS. END SUMMARY. 
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1 . AMBASSADOR AND ECON COUNSELOR HAD LONG INEORMAL CON- 
VERSATION EVENING OE MAY 6 WITH FINANCE MINISTER SALGADO 
ZENHA AND HIS THREE SECRETARIES OF STATE. EOLLOWING SUM- 
MARIZES SEVERAL OF THE MAJOR ITEMS DISCUSSED. 

2. PORTUGUESE INVESTMENT CODE. GOP WILL SOON ISSUE DECREE 
ESTABLISHING FOREIGN INVESTMENT INSTITUTE, WHICH WILL BE 
CLOSELY LINKED TO MANAGEMENT OE BANK OF PROTUGAL. THAT 
DECREE MAY SERVE AS VEHICLE FOR INTRODUCING SOME CHANGES IN 
INVESTMENT CODE. EOR EXAMPLE, DECREE OR ACCOMPANYING STATE- 
MENT MAY OUTLINE LIBERAL APPROACH ON NEGOTIATIONS FOR PROFIT 
REMITTANCES ABOVE 12 PERCENT, E.G., TAKING INTO ACCOUNT EARLY 
OPERATING LOSSES BY ALLOWING HIGHER REMITTANCE IN LATER YEARS. 
PORTUGUESE OFEICIALS CONCEDED THAT EXCHANGE RISK AND LENGTHY 
TIME PERIOD OE CAPITAL REPATRIATION, WHICH COULD BE AS MUCH 

AS TEN YEARS, MAY PRESENT SERIOUS PROBLEM TO INVESTOR. THEY 
WILL REVIEW THIS PROBLEM. GOP ALSO RECOGNIZES THAT REQUIRE- 
MENTS FOR USE OF DOMESTIC INSTITUTIONS TO SETTLE INVESTMENT 
DISPUTES MAY NOT BE SATISFACTORY. IT PLANS, THEREFORE, TO 
BEGIN DISCUSSIONS WITH WORLD BANK AND TO RESUME TALKS IN SEPT- 
EMBER WITH GERMANY FOR BILATERAL AGREEMENT. IF AGREEMENT IS 
CONCLUDED WITH GERMANY, GOP WILL SEEK SIMILAR BILATERAL 
ACCORD WITH U.S. 

3. ECONOMIC PLAN. GOP DOES NOT EXPECT TO FINALIZE ITS 
DETAILED ECONOMIC PLAN EOR SOME TIME, ESPECIALLY GIVEN THE 
NUMBEROUS POLICY QUESTIONS REMAINING TO BE RESOLVED. IT 
WILL, THEREFORE, ISSUE ABBREVIATED PROGRAM THAT OUTLINES 
ITS MAJOR MACRO ECONOMIC OBJECTIVES AND SETS PRIORITIES 
FOR INVESTMENT PROJECTS. HOPEFULLY, THIS PROGRAM WILL BE 
PUBLISHED BY THE END OF JUNE. 

4. LABOR POLICIES. LABOR SECTOR IS GOP'S LARGEST, MOST 
COMPLEX CHALLENGE. FINANCE MINISTRY HAS DRAFTED DECREE 
DEFINING "LABOR CONTROL" AS WORKER POWER TO MONITOR COMPANY 
OPERATIONS. DECREE WOULD NOT GIVE WORKERS POWER 

TO INTERFERE IN MANAGEMENT FUNCTIONS. SOCIALISTS HAD IN- 
TNEDED TO PUBLISH THIS DECREE BEEORE CONGRESSIONAL ELECTIONS 
ON PARIL 25, BUT PRIME MINISTER AZEVEDO OBJECTED 
ON GROUNDS THAT DECREE WOULD INTRODUCE ANOTHER CONTENTIOUS 
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ISSUE INTO ELECTORAL CAMPAIGN. DECREE SHOULD NOW GO FORWARD 
TO COUNCIL OF MINISTERS FOR APPROVAL. QUESTION OF A NEW STRIKE 
LAW IS MUCH MORE DIFFICULT. SOCIALIST PARTY IS STILL DEBAT- 
ING WHETHER THERE SHOULD BE ANY STRIKE LAW AT ALL. 

IT HAS REACHED NO CONCLUSION ON CONTENTS OF SUCH A LAW IF 
IT WERE TO BE PROPOSED. SIMILAR UNCERTAINTY SURROUNDS QUES- 
TION OF EMPLOYMENT SECURITY. MINISTER ZEHNA AND HIS AIDES 
ADMITTED THAT GOVERNMENT CANNOT CONTINUE FORCING 
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COMPANIES TO RETAIN EXCESS LABOR. THEY DO NOT, HOWEVER, 

HAVE ANY CONCRETE PROPOSAL FOR RESOLVING THIS PROBLEM. 

IN EACT, LABOR ISSUES APPARENTLY ARE SO SENSITIVE THAT 
SOCIALISTS HAVE NOT YET NAMED TASK FORCE TO CONSIDER THESE 
QUESTIONS. I PLAN TO PURSUE THIS WITH SOARES. 

4. GOP-CAMPANY RELATIONS. GOP, AND SPECIFICALLY SOCIALIST 
PARTY, IS CONSCIOUS OF NEED FOR BETTER RELATIONS WITH 
PRIVATE CORPORATIONS. IT ACKNOWLEDGES, FOR EXAMPLE, THAT 
OFFICIAL STATEMENTS AND LABOR ATTITUDES HAVE ADDED TO THE 
COMPLEXITIES OF THE AUTOMOTIVE SECTOR. GOP WILL 
DEMONSTRATE ITS DESIRE TO STRENGTHEN PRIVATE SEC- 
TOR INSTITUTIONS. IN THIS REGARD, SOCIALIST PARTY 
SECRETARY GENERAL MARIO SOARES LUNCHED ON MAY 7 WITH 
PRESIDENT OF PORTUGUESE INDUSTRIAL CONFEDERATION, THE 
LARGEST ORGANIZATION REPRESENTING PRIVATE ENTERPRISE. SUCH 
A GESTURE WILL SURELY SIGNAL SOCIALIST PARTY'S FRIENDLY 
ATTITUDE TOWARD PRIVATE INDUSTRY. 

5. COMPENSATION FOR NATIONALIZATION. SIXTH PROVISIONAL 
GOVERNMENT FEELS MORALLY BOUND TO PRESENT ITS PROPOSAL FOR 
COMPENSATION TO FORMER OWNERS OF NATIONALIZED FIRMS. IT 
HOPES TO PUBLISH ITS PROPOSAL BEFORE LEAVING OFFICE. 

6. INTERNATIONAL FINANCIAL INSTITUTIONS. GOP WILL PRESS 
IMF FOR FAVORABLE DECISION ON PORTUGAL'S REQUEST TO DRAW 
ON COMPENSATORY FINANCING FACILITY. IT WILL ALSO EXPLORE 
POSSIBILITY OF OBTAINING CAPITAL FROM IFC. MINISTER 
ZENHA INDICATED HIGH INTEREST IN ATTENDING JUNE 21 OECD 
MINISTERIAL MEETING AND EXPRESSED HIS WILLINGNESS TO CONSIDER 
REQUESTING FORMATION OF OECD WORKING PARTY ON PORTUGAL. 

WE STRONGLY EMPHASIZED THE POTENTIAL BENEFITS OF THIS TO 
GOP. 
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